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) ‘ - FIRM ID.NO.
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A L S . B. ACCOUNTANT IDENTIFICATION
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. : (Name - if individual, state last, Sirst, midzlﬂe name)
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*Claims for exemption from'the requirement that the annual report be covered by the opinion of an independent public accountant

nust be supposted by a statement of facts and circumstances relied on as the basis for the exemption. See section 240. [7a-5(e) (2).
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OATH"_ORAFFIRMATIONJ' D

~

I, Randy’ Nxtzsch swear (or affum) that to the best of my knowledge and’ belief ' the accompanymg financial statement and
supporting schedules pertaining ‘to the ﬁrm of Northland Securities as of December 31,2002, are true and correct. 1 further swear
(or-affirm) that neither the company nor any partner, proprletor prxnmpal officer or dlrector has" any proprletary mterest in any ;
account classified solely as that of a custorher, except as follows o : S R :

&.//er 0/6‘71»4r/u6' o;ncm_.

~. g .. o : . -Title
g v . . , .
L) Lot .
- Notry P’ ' ' . * -~
o o - ggll?w'lgslgBUOMwNesom Y SN e
Lo . K NEXPIRES”I o005 - . '
a

_This report** contains (check all applicable boxes): . = - 7 - T
- {(a) Facmg page
' (b) Statement of F1nanc1al Condmon ) - ) o ] ) )
T () .Statement of Income (Loss). LT ) . . ' o -
(d) Statement of Changes in Fmanmal Condition ' ‘ o .
(¢) Statement of Changes i in Stockholders Equity or Partners' or Sole Propnetor‘s Capltal o
H) Statement of Changes in Liabilities Subordmated to Claims of Credltors h
§4) Computatlon of Net Capltal .- .
(h) Computatlon for Detemnnanon of Reserve Requiréments Pursuant to Rule 15c3 i
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3. - S
() A Reconciliation, including appropriate explanation, of the Computation of Net Capxtal Under Rule 15¢-3-1 and the ‘ :
"~ Computation for Deterrmnatlon of the Reserve Requlrements Under Exhibit A of Rule 15¢3-3. S . i S
(k) ‘A Reconciliation between the audited and unaudlted Statements of Financial Condition wnth respect to methods of ‘
consolidation. ’ ’ - : .
(1) - An Oath or Affirmation. . o ; o e ‘ :
© (m) A copy ofithe SIPC Supplemental Report. I R - ’ ) 0
‘(n) A report, descnbmg any matenal inadequacies found to exist or found to have extsted since the date of the previous audlt '

’

Oo®E 0 0UOOOOODOBE®E

. **For COndition} of COnﬁdentié[ ‘ireatme'nt of certairg portions of this ﬁling, see section 240.17a-5(e)(3).
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~ INDEPENDENT AUDITOR'S REPORT

i

To the Board of Directors and Stockholders
Northland Securities, Inc. and Subsidiary »
- Minneapolis, Minnesota o o - ,

We have audlted the accompanying consolldated statement of frnancral condition of Northland
Securities, Inc. and subsidiary as of ‘December 31, 2002. This financial statement is the |
responsrbnlty of the Company's management. Our responsrbmty s to express an opinion on these
: fnanmal statements based on our audit. o ) -

We conducted our audit in accordance with auditing standards general'ly accepted in the United’.
“States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audrt includes examining, on a test basis, evidence supporting the amounts and disclosures in

the financial statements. An audit also includes assessing the accountlng principles used and - -

significant estimates made by management as well as evaluating the overall financial statement
presentation. We believe that our audrt provides a reasonable basis for our opinion.

ln our opinion, the consolidated financial statemen_ts referred to above present- fairly, in all
_material respects, the financial position of Northland Securities, Inc. and subsidiary as of
December 31, 2002, in conformity with accountrng principles generally accepted in the United
States of Amenca : . .

SCHWEITZER KARON & BREMER LLC . ’ ! : -
Certified Public Accountants A ’ ’ ! ‘
Minneapolis, Minnesota o ’ o -
February 19,2003 - 7 ' : ’



NORTHLAND SEGURITIES, INC. AND SUBSIDIARY
' CONSOLIDATED STATEMENT OF FIN‘ANCIAL‘ CONQITION

‘ December 31; \

2002
ASSETS:

Cash and cash equivalents $ 1,447,797
Receivable from clearing organization .. 1,053,304
Securities available for sale ' 1,733,963
Accounts receivable - b0 ‘102,504 -
Property and equ:pment net of accumulated deprecnatlon of $12 972 213,373
Qther assets ) . » 312,029

. Total assets

—$ 4862,970 .

. ) R ‘
LIABILITIES AND STOCKHOLDERS' EQUITY

’

\

LIABILITIES: T , .
Accounts payable " $ 250,945
Accrued expenses - . 370,851
. Accrued income taxes © 5,000
Deposits- ‘ 122,900

. Securities sold, not yet purchased : : ) _ 83,5632

Total Ilabllltles ' ; 833,228

COMMITMENTS AND CONTINGENCIES (NOTES 5, 7 AND 8)

STOCKHOLDERS' EQUITY; t )

Class A common stock, par value $.01 per share _ : .
authorized 9,000,000 shares; issued 1 692, ,000 shares 16,920
Class B’'common stock, par value $.01 per share;
authorized 1,000,000 shares; issued 200,000 shares; 2,000
Undesignated stock, 10,000,000 shares authorlzed . . : _
Additional paid-in capital . o - . 4,043,795
Accumulated deficit (32,973)
4,029,742

Total stockholders' equity

$° 4,862,970

Total liabilities and stockholders' equity

See Notes to Financial Statements. .. -4-

L



Note 1.‘

- /

' NORTHLAND SECURITIES, INC. AND SUBSIDIARY .
- NOTES CON‘S,OLIDATED TO FINANCIAL STATEMENTS

1

Nature of Busmess Fmanclal Instruments With Off-BaIance Sheet Rlsk
and Significant Accountlng Policies : :

Nature of busmess:

Northland Secuntles Inc (*Northland”) and its subsidiary Northland Networks Inc

‘(collectively, “the’ Compan)f) are principally engaged in provndlng securities brokerage

investment banking, and related fmancnal services. to individuals, institutions, corporations

and municipalities. Northland Networks, Inc. provides consulting services to pnvate parties

and institutions seeking to obtain’ commercial lending arrangements or participation in a

financing arrangemént. The consolidated. financial statements include the accounts of the

parent and its"subsidia/ry< All material intercompany balances and transactions have been

ellmnnated \ '

Northland was mcorporated in the State of anesota in 1995, and ‘operated as Oracle

Investments, - Inc. until September 2002, at which time, under new ownership and

management, the Company changed its name to Northland Securities, Inc. The Company .
expanded and changed its operations - by -adding additional brokers, mummpal bond

underwrltlng consulting servxces and research services. -

The Company primarily acts as an mtroducmg broker and dealer of securities with customers

in various parts of the United States however most customers are located in the upper

Midwest area. It clears all transactions for its customers on a fully disclosed basis with a.
clearing broker or dealer, who carries- all the customers’ accounts and maintains the related e
records.

Financial instruments With off-balance sheet risk: _ ‘ -
Off- balance-sheet credit and market I'ISk , A .o

In the normal course of busmess the Companys customer activities mvolve the executlon
settlement and fi inancing of various customer securities, options and bond transactions.
These activities may expose the Company to off-balance-sheet risk in the event the customer
is unable to fulfill its contracted obligations. The Company clears. all transactions for its
customers on a fully disclosed basis with a clearing broker or dealer (clearing firm), who
carries " all the -customer accounts and maintains the related records.. Nonetheless, the
Company is liable to the clearing firm for the transactions of its customers. ' -

The Company records customer transactions on a trade date basis, which is generally three

. business days before the settlerhent date. The Company is therefore exposed to risk of loss

on these transactions in the event of the customer's or broker's inability to meet the terms-of
their contracts in which case the Company may have to purchase or sell financial instruments
at prevailing market prices. Settlement of these transactions is not expected to have a ~
materlal effect upon the Company’s Statement of Financia! Condition.

The Company’s customer securities activities are transacted on either a cash or margin
basis. - The Company seeks'to ‘control the risks associated with its customer activities by
requiring customers to maintain margin collateral in compliance with various regulatory-and

" internal guidelines, requiring the customers to deposn additional collateral or reduce

posmons when necessary.



Note 1.

* Receivables and credit policies:

‘. -

NORTHLAND SECURITIES,\INC. AND SUBSIDIARY .
NOTES CONSOLIDATED TO FINANCIAL STATEMENTS (CONTINUED)

'

Nature of Busmess Fmanc:al Instruments With Off-Balance Sheet Risk,
and Significant Accounting.Policies (Contmued) S

s

Financial instruments with off-balance sheet risk (contlnued):
Concentrations of credit risk:

As an mtroducmg broker and dealer the Company is engaged in various secuntles tradxng ,
and brokerage actlvmes servicing a diverse group of corporations, governments, institutional
and ‘individual investors: The Company’s exposure to credit risk associated with the
nonperformance of these customers in fulfiling their contractual obligations pursuant’ to B
securities and options transactions can be directly impacted by volatile trading markets Wthh
may |mpa|r the customer’s ability to satisfy their obligations. tg the Company

 Fair value consuderatlons

Substantially. all of the Companys financial mstruments are camed at fair value or amounts'

" that approximate fair value. Investment securities are valued using quoted market or-dealer

prices. The Company’s remaining financial mstruments are generally short-term in nature and
liquidate at their carrymg values.

Slgmflcant accounting pohcres:
Cash and cash equivalents: k
For purposes of reporting the statements of .cash ﬂows the Company includes all cash

accounts, which are not subject to withdrawal restrictions or penalties, as cash and cash
equivalents on the accompanying statements of financial condition.

“The Company maintains cash in bank accounts, which at times, may exceed federally

insured limits. The Company has not experienced any losses on such accounts. The
Company believes it |s not exposed to any significant credit: risk on cash

P
’

Accounts receivable for fees, reimbursable expenses and other services are uncollaterallzed
customer obllgatlons due under normal trade terms requiring payment within 30 days from
the invoice date. Past due accounts receivables with |nv0|ce dates over 30 days are not
charged interest. . . ,

i

~"_ Commissions receivable on trades executed by the cleanng firm are accrued on a settlement
. date basis. The commission receivable does accrue mterest and is paid to the Company

1

approxrmately one week after month end. ~ ) -

Payments of accounts receivable are allocated to the specific invoices identified on the
customer’s remittance advice or, if unspecified, are applied to the earliest unpaid invoices. ,

The carrying amount of accounts receivable is.reduced by a valuation allowance that reflects
management's best estimate -of the amounts that will not be collected. Management
individually reviews all accounts receivable balances. that exceed 90 days from invoice date
and based on an assessment of current creditworthiness, estimates the portion, if any, of the-

~ balance that will not be collected At December 31, 2002 management considers all

amounts coIIect|ble



Note 1.

NORTHLAND SECURITIES INC. AND SUBSIDIARY
NOTES CONSOLIDATED TO FINANCIAL STATEMENTS (CONTINUED)

)

Nature of Business, Fmancual Instruments Wlth Off-BaIance Sheet RISI(
and Slgnlflcant Accountlng Policies (Contmued)

Significant accounting pollcles (contlnued):

- Investment banking: |

Underwriting revenues and fees from advisory ass/ignments' are recorded when. the
underlying transaction is.completed under the terms of the engagement.. Expenses related to
securities offerings in which the Company acts as principal or agent are deferred until the
related revenue is recognized. Expense reimbursements related to advisory activities are -
recorded as a.reduction of related expenses. ) -

.
v

Securlty transactions: ' o ‘ "

Commission income and related expenses for security transactions are recognized on the
settlement date basis. There would be no material effect on the financial statements If trade
executlon date lnstead of settlement date were used ‘

WL

. F.trm trading secunttes held for resale lncludmg securities owned, and securities sold and not

yet purchased, are valued at market and unrealized gains and losses .are reflected in .
revenues from principal transactions.

‘Propertyand equipment:. o . ‘ o _ : g

Property and equipment are recorded at cost. Expenditures for renewals and betterments are
capitalized. Repairs and mainteihance.are charged to expense. When items are disposed of,
the cost and accumulated depreciation are eliminated from the accounts, any gain or loss is

“reflected in the results of operatlons

Depreciation and amortization:

Deprematuon of property and equnpment |s computed under stranght -line methods over
estimated useful lives as follows:. = -

S
N '

: . . , . Years
Computer equipment A - ' , 5

Office furniture and fixtures * - - : . ' T

Depreciation vex’pe‘nse' was $19,000 for the year ended December 31, 2002. '

’ Co. . - -

7

Impairment of long-lived assets: /

The Cornpany reviews its long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be récoverable.
Recoverability of assets to be held and used is measured by a-comparison of the carrying
amount. of an asset tg  undiscounted future net cash flows expected to be generated .by the
assets. If these assets are considered to be:.impaired, the impairment to be recognized is
measured by the amount by which the carrymg amount of the assets exceeds the fair value
of the assets :

~



NORTHLAND SECURITIES INC AND SUBSIDIARY
NOTES CONSOLIDATED TO FINANCIAL STATEMENTS (CONTINUED)

N
P

. " Note 1. " ‘Nature of Busmess Fmancral lnstruments With Off-Balance Sheet Rlsk
: and Slgmf"cant Accounting Policies (Contmued) ;

Slgmflcant accountlng policies (contmued) | : a -
Income taxes: )
Deferred taxes are provided on a fiability method whereby deferred tax assets are recognlzed
for deductible temporary differences and operating loss carryforwards and deferred tax
liabilities are recognized for taxable temporary differénces. Temporary.- differences are .the
differences- between the reported ‘amounts of assets and liabilities and their tax bases.
~ Deferred tax assets are reduced by a valuation aliowance when, in-the opinion of
- . management, it is more likely than not that some portion or all of the deferred tax assets will
' not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax’
laws and rates on the date of enactment. Deferred taxes result principally from the drfference
in recognition of mvestment income.for fmanmal statement and tax reporting purposes

i

' ‘. Use of estimates: K . ' ‘

‘ The preparation of financial statements in conformity with accounting principles’ generally
: accepted in the United States of America requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying

" notes. Actual results could differ from those estimates. o

'

Note 2. Recelvable from Clearmg Organlzatlon ,

The recervable from the clearrng orgamzation consnsts of the followmg

i 2002

Commissions-receivable ‘ ' . +$% 504,213
Clearing deposits ' . , - C . : 100,156
Proceeds from the sale of securities \ o : 410,226
Accrued interest receivable ‘ B . 38,709
Total . o "‘/ _ . .-+ $1,053,304 .

Note 3 Se‘curities Availahle' for Sale and Securities Sold, Nof Yet Purchased

The following is a summary of the market value of major categorles of secuntres owned and
, securities sold, not yet purchase as of December 31 2002

- Securities Available  Securities Sold, Not

] ‘ : for Sale - - Yet Purchased
Corporate equity securities T $ 55500 $ 16,599
Municipal bonds : s Y 1,352,917 \ 20,709
Corporate debt securities . " 325,546 46,224

Total : : ' . $ 1,733,963 $ 83,532

\



Nete 4.

Note 5.

Noté 6.

" NORTHLAND SECURITIES; INC. AND SUBSIDIARY
'NOTES CONSOLIDATED TO FINANCIAL STATEMENTS (CONTINUED)

Property-and Equlpment

The foIIowngs a summary of property and equtpment !

- 2002

Office equipment . : - , $ 220,187
Furniture fixtures - O o . 4,543

_ Leasehold improvements . . - 1,615
‘ _ r , 226,345
Less accumulation depreciation ' ) . . : 12,972
Total property and,equipmen't N P : $ 213,373

Stockholders Eqmty ' o o .

During. the period September 15, 2002 through ‘December 31, 2002, the Company tssued
1,692,000 shares of Class A common stock to employees for $3,545,000. The Company also

) purchased and retired 26,000 shares of common stock for $99,785.

In addition to trie issuance of Class A shares the Company issued 200,000 shares of Class
B common stock to an outside investor for $500,000. The investor has the option and right to
require the Company to purchase these shares on September 25 .2007 for elther the book‘
value of these shares, or $625 000. :

Company stock outstanding is subject to certain restrictions that provide the Company and
the other stockholdeérs with the right to purchase stock from any stockholder who desires to -
sell sharés or terminates employment with the Company. The purchase price of these shares

s determlned utmzmg the book value per share of the outstandmg stock.

bl

.Federal and State Income Taxes

The components of the provision for federal~and state income taxes are as follows:

. . . 2002 -
Current: K : - . . . — —
Federal , . | % 2,300
State ‘ T ’ , .. 2,700
Deferred: . o e \ : g
Federal _ T o 0
State - SRS | = .0

Provision for federal'and state income taxes - ' B $ 5,000

" The Company has federal and state net operating-loss carryforwards of $9,000. The

carryforward amounts are attributable to the former operations of Oracle Investment, Inc. and
utitization is restrlcted subject to the annual limitations specmed by the Internal Revenue
Code

~



Note 7.

Note 10.

'NORTHLAND SECURITIES, INC. AND SUBSIDIARY
NOTES CONSOLIDATED TO FINANCIAL STATEMENTS (CONTINUED)

_Commitments - . . o
The Company conducts its operations in Ieased facilities. The lease agreement provrdes for
monthly rental payments ranging between $14,800 and $16,300, plus a proportionate share
of the building’s operating expenses, and expires March 2006. Rent expensed under this
arrangement was $40,000 for the three months ended December 31, 2002.

The Company is obligated under operatmg leases for office equipment. The leases have
varying terms expiring through’ September 2006. Aggregate payments under these leases
amount to 31 O 600 per month.

Future mlnrmum lease payments whlch ‘must be made under noncancellable lease ‘
agreements are!

Year - ‘ T " Amount,
2003 ’ ' ; - : ' $ 254,000 .
2004 ' PR , _ . ’ 265,000

2005 o oo o 210,000
2006 © . ' T R 52,000
Total minimum lease payments - ’ . $:781,000
Note 8. Contingencies” - . =~ =~ I S

A Statement of Claim has been filed with the’ National Assomatron of Securities Dealer's, inc.

‘(“NASD”) against Northland by Miller Johnson Steichen ‘Kinnard, Inc. ("*MJSK”). . Several

former employees of 'MJSK resigned and formed Northland Securities, Inc. MJSK alleges-
that Northland violated its obligation under NASD conduct rules, aided and abetted breaches
of fiduciary duty by former MJSK employees, interfered with MJSKs contracts with its
employees, interfered with MJSK'’s contractual and prospective economic relationships with

. customers, converted property of:MJSK to its own use, and engaged in-unfair competition.

The Company has filed an Answer and Counterclaim and Third Party Claim.

Al

,This matter is in arbitration currently pending before NASD, and the discovery' phase -has

commenced. The Company believes the claim$ are without merit and intends to defend

".against the claims brought by MJSK and to pursue its counterclaims vigorously:  The

Company is not able to predict the outcome of this claim'nor can the Company reasonably
estimate a range of the possrble Ioss glven the current status of arbltratlon , : -

Customer, Transactlons ’ ]

The Company does not hold customer funds or securltles Accordlngly, the Company is
exempt from the requrrement to maintain a- "Specral Reserve Account for the Exclusive
Benefit of Customers” under provrsmns of SEC Rule 15¢3-3 based on Paragraph K(2)(ii) of
that rule.’ S

’
\

i

Net Capital Requirements

The Company is subject to the ée’curities’ and Exchange Commission's uniform net capital

< rule (Rule 15¢ 3-1), which requires the maintenance of a minimum amount of net capital-and

requires that the ratio of aggregate indebtedness to net capltal both as deﬁned shall not
exceed 15-to-1. The rule also provides’ that -equity capital may not be withdrawn or cash
dividends paid if the resulting net capital ratio would exceed 10 to 1. At December 31, 2002, !
the Company had net capital and net capital requirements of $3,160,559 and $250 000,
respectrvely The Company s net capital ratiowas 25.5to 1. - ‘

- 10-



